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BENNY WAMPLER: We’11l go ahead and get started.

Good norning. My name is Benny Wampler. I’m Deputy Director
for the Departnent of Mnes, Mnerals and Energy and Chairman
of the Gas and 0il Board; and I’'11 ask the Members to

i ntroduce thensel ves.

MASON BRENT: My name is Mason Brent. I’m from

Ri chnond. | represent the Gas and G| Industry.
MAX LEW S: My name’s Max Lewis. I’m from Buchanan
County. I represent...I’m a citizen member.

SANDRA RI GGS: I'm Sandra Riggs, with the Office of

the Attorney CGeneral, here to advise the Board.

CLYDE KING: I'm Clyde King, a public nenber from
Abi ngdon.

BOB WLSON: I’'m Bob Wilson, the Director of the
Division of Gas and G| and Principal Executive to the Staff

of the Board.

BENNY WAMPLER: The first item on the agenda today

is the Board will consider a petition from Col unbi a Nat ural
Resources, Incorporated for pooling of conventional gas unit
identified as CNR-24068. This is docket nunber VGOB-00-

11/ 21- 0845, continued from December; and we’d ask the parties
that wish to address the Board in this matter to cone

f or war d
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JIMKISER: M. Chairman and nmenbers of the Board,
JimKiser on behal f of Col unbia Natural Resources. Cur
wtnesses in this matter will be Ms. Mary Ann Fox and M.

Jason Blakemore. I’d ask at this time that they be sworn.

MASON BRENT: Before we get started, M. Chairnman,

if T may, I’'d must to recuse myself from this docket item.

BENNY WAMPLER:  Ckay.

(Wtnesses are duly sworn.)

BENNY WAMPLER: The record will show there are no

others. You may proceed.

MARY ANN FOX

havi ng been duly sworn, was exam ned and testified as
fol | ows:

DI RECT EXAM NATI ON

QUESTI ONS BY MR KI SER

Q Ms. Fox, i1f you’d state your name for the
Board, who you’re employed by and in what capacity?

A Mary Ann Fox. | work with Col unbi a Natural
Resources and I'm a land law paralegal.

Q And do your responsibilities include the
| and involved for this unit and the land in this surroundi ng

area?



© 00 N o o b~ w N P

NNNNDN R R R R R R R R R
A W N b O © 00O N O O b W N — O

)
1

A Yes.
Q And are you familiar with CNR’s application
for the establishnent of a drilling unit and the seeking of a

pooling order for CNR well nunber 24068, which was dated
Cct ober the 20'" of 20007

A Yes.

JIMKI SER  Now, since we filed that application in
Cctober, the Board will note that before the hearing,
passed out a new plat and mneral interest sheet which is
Exhibit A ..a new Exhibit Ato the application and a new
Exhibit B. If you’ll compare the plat you received this
morning with the plat that was filed with the origina
application, you’ll see that the unit has been resurveyed and
what was originally just Tract 3 is now Tracts 3 and 4. So,
now there are eight tracts in the unit instead of seven.
There are no ot her changes except for all the interest slid
proportionally with the change in the survey and that’s noted
on your new Exhibit B. Does anybody have any questions

regardi ng that?

BENNY WAMPLER: Any questions from nenbers of the
Boar d?

(No audi bl e response.)

Q Ms. Fox, does CNR own drilling units here?
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A Yes.

(Dennis Garbis joins the hearing.)

Q Now, prior to filing the application, were
efforts made to contact each of the respondents listed and an
attenpt to nake out...to work out a voluntary | ease agreenent
regardi ng the devel opnent of the unit?

A Yes.

Q Now, what was the interest under |ease to

CNR at the tine that we filed the application?

A The time that we...in Cctober?

Q I n Cctober.

A 91. 26.

Q And at that tine we had...the unl eased

interest was the 8. 74%

A Yes.

Q Now, since that tinme, we have picked up two
additional |eases representing on a new plat exhibit what
woul d be Tracts 3 and 47?

A Correct.

Q Ckay. So, now what is the percentage under
lease to CNR at the tine of the hearing?

A 99. 32%

Q And the unl eased percent age?
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A Yes, .68 (inaudible).

Q Ckay. And that just represents Tract 7
which is the only unleased tract, which is the Buchanan
County School Board?

A That’s correct.

Q Ckay. We do not have any unknown heirs in
this unit?

A No.

Q I n your professional opinion, was due
diligence exercised to | ocate each of the respondents naned
in Exhibit B?

A Yes.

Q And are the addresses set out in Exhibit B
to the application the | ast known addresses for the
respondent s?

A Yes.

Q Are you requesting this Board to force poo

all the unleased interest listed in our revised Exhibit B?

A Yes.

Q Are you famliar with the fair market val ue
of drilling rights in the unit here and in the surroundi ng
area?

A Yes.
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Q Coul d you advise the Board as to what those
are?

A $2 delay rental, five year term 1/8
royalty.

Q Did you gain you gain your famliarity by
acquiring oil and gas | eases and ot her agreenents involving
the transfer of drilling rights in the unit involved here and
in the surroundi ng area?

A Yes.

Q I n your professional opinion, do the terns
you have testified to represent the fair market val ue of and
the fair and reasonabl e conpensation to be paid for drilling
rights within this unit?

A Yes.

Q Now, as to the one party who has not
voluntarily agreed to | ease, do you recommend that they be
allowed the following option with respect to their ownership
interest wwthin the unit. One, participation; two, a cash
bonus of $2 per net mineral acre plus a 1/8 of 8/8 royalty;
three, inlieu of a cash bonus and 1/8 of 8/8 royalty share
in the operation of the well on a carried basis as a carried
operator under the follow ng conditions: Such carried

operator shall be entitled to his share production fromthe
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tracts pooled accruing to his interest, exclusive of any
royalty or overriding royalty reserved in any | eases,

assi gnnents thereof or agreenents relating thereto of such
tracts, but only after the proceeds applicable to his share
equal 300% of the share of the share of such costs applicable
to the interest of the carried operator of a | ease tract or
portion thereof or 200% of the share of such costs applicable
to the interest of the carried operator of an unl eased tract
or portion thereof?

A Yes.

Q Do you recommend that the Order provide that
any el ections nade by respondents be in witing and sent to
the applicant at Col unbia Natural Resources, Inc., 900
Pennsyl vani a Avenue, P. O Box 6070, Charl eston, West
Virginia 25302, Attention: Mary Ann Fox, Regul atory.

A Yes.

Q And should this be the address for all
comuni cations with the applicant concerning the force
pool i ng order?

A Yes.

Q Do you recommend that the order provide that
if nowitten election is properly made by a respondent, then

such respondent shall be deened to have el ected the cash

10
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option in lieu of participation?

A Yes.

Q Shoul d t he unl eased respondents be given
thirty days fromthe date that the order is executed to file
their witten el ections?

A Yes.

Q | f an unl eased respondent elects to
partici pate, should they be given forty-five days to pay the
applicant for respondent’s proportionate share of well costs?

A Yes.

Q Does the applicant expect that party
electing to participate to pay in advance that party’s share
of conpleted well costs?

A Yes.

Q Shoul d the applicant be all owed a hundred
and twenty days follow ng the recordation date of the Board
order and thereafter annually on that date until production
is achieved to pay or tender any cash bonus becom ng due
under the order?

A Yes.

Q Do you recommend that the order provide that
if a respondent elects to participate or fails to pay their

proportionate share of well costs satisfactory to the

11
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applicant for the paynent of those costs, then their election
to participate should be treated as having been w t hdrawn and
voi d?

A Yes.

Q Do you recommend that the order provide that
where a respondent elects to participate but defaults in
regard to the paynent of well costs, any cash sum becom ng
payabl e to that respondent be paid within sixty days after
the | ast date on which such respondent could have paid or
made arrangenents for the paynent of those costs?

A Yes.

Q Ckay, we do not have any unknown royalty
interest owners in this unit so there is no need for the
Board to establish a escrow account for this particular unit?

A That’s correct.

Q And who shoul d be naned t he operator under
any force pooling order?

A Col unbi a Natural Resources, Inc.

JIMKISER No further questions of this wtness at
this time, M. Chairnman.

BENNY WAMPLER: Any questions from nenbers of the

Board of this w tness?

(No audi bl e response.)

12
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BENNY WAMPLER: Cal | your next w tness.

JIM KISER Qur second witness as to operation and

production questions is M. Jason Bl akenore.

JASON BLAKEMORE

havi ng been duly sworn, was exam ned and testified as
fol | ows:

DI RECT EXAM NATI ON

QUESTI ONS BY MR KI SER

Q Mr. Blakemore, if you’d state your name for
the Board, who you’re employed by and in what capacity?

A My nane is Jason Bl akenore. | am an
associ ate engi neer for Colunbia Natural Resources.

Q And, M. Blakenore, this is your first tine
testifying before the Virginia Gas and G| Board. So, if you
woul d, could you please give thema brief sumary of your
educati onal background and your enploynent history?

A I’'ve received a Bachelor of Science degree
in Petroleum and Natural Gas Engineering at West Virginia
University and I’'m currently enrolled in the MBA Business
Foundation Program at Marshall Graduate College and I’ve

wor ked for Col unbia Natural Resources for two and a hal f

13
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years as an associ ate engi neer in the engi neering departnent,
whi ch ny duties include: Reserve analysis for annual drilling
prograns, as far as...also including oil and property
eval uati on.

JIMKISER M. Chairman and nenbers of the Board,
I'd ask that Mr. Blakemore be accepted as an expert witness
in the matters of operations and production.

BENNY WAMPLER: W 't hout obj ecti on.

Q M. Bl akenpbre, do your responsibilities
include the land involved in this particular prospect known
as the Haysi prospect and the surroundi ng area?

A Yes.

Q And you’re familiar with the plan of
devel opnent for the unit here?

A Yes.

Q And what is the total depth of the proposed
wel | under the plan of devel opnent?

A 5,030 feet.

Q And is the applicant requesting to force
pool any conventional gas reserves not only to include the
desi gnated formations, but any other formations excluding
coal formations which nay be between those fornations

designated fromthe surface to the total depth drilled?

14
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Yes.

Q Now, the application was filed on Cctober
the 20'" of 2000 listed the estimated reserves of the unit as
405, 000, 000 cubic feet. Since that tine, we re-evaluated the
reserve potential of the unit and | believe the estimated
reserves that we want to use at this point is 450,000,000, is
that correct?

A That’s correct.

Q And are you famliar with the well costs for

the proposed well under the applicant’s plan of development?

A Yes.

Q Has an AFE been reviewed and submitted to
t he Board?

A Yes.

Was this AFE prepared by an engi neering
depart nent knowl edgeable in the preparation of AFEs and
know edgeable in regard to well costs in this area?

A Yes.

Q Does...in your professional opinion, does
this AFE represent a reasonable estimate of the well costs
for the proposed well under the plan of devel opnent?

A Yes.

Q At this time, could you state for the Board

15
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both the dry hole costs and the conpleted well costs for
240687
A The dry hol e costs are $155, 609 and the

conpl eted well cost is $271, 477.

Q The dry hole is $155, 689?

A Correct.

Q Ckay. And the conpleted well costs
$271, 4777

A Yes.

Q Ckay. And do these costs anticipate a

mul tiple conpletion?

A Yes.

Q Does your AFE include a reasonabl e charge
for supervision?

A Yes.

Q In your professional opinion, will the
granting of this application be in the best interest of
conversation and prevention of waste and the protection of
correlative rights?

A Yes.

JIMKISER Nothing further of this witness at this
time, M. Chairmn.

BENNY WAMPLER: Your application said the estinated

16
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JASON BLAKEMORE: Typically, for the permt, the

field engineer adds the actual depth to penetrate the

formati on nore.

permt.

t he Boar d?

JI M KI SER  The application says---?
BENNY WAMPLER: 4930.

JIMKISER Hum ny says 5030.
MARY ANN FOX: So, does m ne.

JIMKISER Oh, well. 5030 is the correct depth.

JASON BLAKEMORE: Yes. That’s what’s noted for the

JIM KI SER Ckay.
BENNY WAMPLER: Ckay.

(Board nenbers confer anong thensel ves.)

SANDRA RI GGS: The AFE differs fromthe application.

JIMKISER: It’s always a 100 feet off.

BENNY WAMPLER: Any ot her questions from nenbers of

M. Garbis?

SANDRA RIGGS: |Is there a permt for this well yet?

MARY ANN FOX: I think it’s pendi ng.

BOB WLSON: There is no permt.

BENNY WAMPLER: M. Gar bi s?

DENNI S GARBI'S: Yes, | noticed that there was a

17
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letter from Rapoca Energy Conpany basically saying the
correct nane is Wellnore Coal Conpany, which | see that has
been corrected. However, has the acreage in question, is
that resolved? Are those---7?

JIM KISER  Yeah. That was...the result of that
di spute is the revised Exhibit A---.

DENNI S GARBI S: Ckay.

JIM KI SER —and Exhibit B that you’ve got before
you and plus we were able to lease that interest---.

DENNI S GARBI S: Ckay.

JIMKISER ---since the tine that application was
filed.

CLYDE KING | have a question, M. Chairnman.

BENNY WAMPLER: M. Ki ng?

CLYDE KING How far is this well fromthe
school...is there a school close by, Buchanan County School
Boar d?

JIMKISER | have no idea. | have no i dea.

MARY ANN FOX: I don’t think so.

BENNY WAMPLER: Are you tal ki ng about the School

Board i nterest?

MARY ANN FOX: I think it’s just the School Board.

CLYDE KING Property that they own?

18
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MARY ANN FOX: Yes.

CLYDE KING: That’s that little number 7.

MARY ANN FOX: That little nunber 7.

JI M KI SER  Yeah, the acreage...the size of that
tract, M. King, is---.

MARY ANN FOX: And we’re not drilling on it.

JI' M Kl SER: ---less than an acre. So, | assune
there wouldn’t be a school there.

CLYDE KI NG Huh. | wonder what---.

JIMKISER: It’s probably just some small tract.

Maybe they’ve got an office there. I don’t know what it is.

CLYDE KING Max, do you know anythi ng about it?

MAX LEWS: 1I’'d say it’s probably just a vacant | ot
fromyears ago.

JIM KI SER: Yeah, it’s less than an acre.

MAX LEWS: There was a lot of those little country
schools they used to have there in the county and they’ve
done away with them about every one of them

JI M KI SER Yeah, there nay have been sonet hi ng

there at one tine.

MAX LEW S: Yeah.
SANDRA RI GGS: The address for elections is the
one...I know you read it off, but it’s the one shown right

19
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her e,

900 Pennsyl vani a Avenue, Attention: Mary Ann Fox,

Regul at ory?

MARY ANN FOX: Yes.

BENNY WAMPLER: Any ot her questions?

(No audi bl e response.)

BENNY WAMPLER: Do you have anything further?

JIM KI SER: Mr. Chairman, we’d ask that the

application be approved as submtted.

CLYDE KING | so nbve, M. Chairnman.

BENNY WAMPLER. We have a notion to approve. |Is

there a second?

DENNI S GARBI S: | second.

BENNY WAMPLER: The notion and second. Any further

di scussi ons?

(No audi bl e response.)

BENNY WAMPLER: All in favor, signify by saying yes.

(Al nmenbers signify yes.)
BENNY WAMPLER. QOpposed, say no.

(No audi bl e response.)

BENNY WAMPLER: You have approval. Thank you.

The next itemon the agenda is a petition from

Equi t abl e Producti on Conpany for a well |ocation exception

for conventional gas unit identified as V-4336. This is

20
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docket number VGOB-00-11/21-0846, continued from Decenber.
We’d ask the parties that wish to address the Board in this
matter to come forward.

JIMKISER M. Chairman and nenbers of the Board,
Jim Kiser on behalf of Equitable Production Company. We’d
ask at this tinme that that application be withdrawn fromthe
docket. We were able to...originally, we were seeking a
| ocati on exception because of coal considerations and since
the time that we filed the application, they have cone back
and approved Equitable’s original location, which is a legal
| ocation. So, we no |longer need the exception.

BENNY WAMPLER: Ckay. That is withdrawn. The next

itemon the agenda is a petition from Equitable Production
Conmpany for pooling of a coal bed nethane unit identified as
VC- 4527; docket nunber VGOB-00-11/21-0848 continued from
December. We’d ask the parties that wish to address the
Board in this matter to cone forward.

JIMKISER M. Chairman and nenbers of the Board,
Jim Kiser again on behalf Equitable. We’d ask the Board’s
indul gence in this matter. We’ve got a situation on this
particular well where we do have an heir who is inconpetent
and we're...we can’t...we’re having a hard time getting of

the other nenbers of the famly to agree to be a guardi an.

21
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So, we’re going to have to go and probably get a | ocal
attorney appoi nted guardi an, and then | was infornmed Friday
of last week that this particular heir is in extrenely bad
health and...so we’d like to continue it again until
February, at which time we’ll have a resolution one way or
the other, | suppose.

BENNY WAMPLER: Okay, that’s continued. And we'’re

going to skip to number six because that’s the other one that
M. Kiser has. The Gas and O | Board will reconvene docket
98- 06/ 16- 0670 concerni ng Equitabl e Producti on Conpany unit
VC- 3169 for further consideration of applications filed by
certain claimants for the calculations and thereafter
di sbursenent to them of funds on deposit in drilling unit
escrow account and this was continued from December. We’d
ask the parties that wish to address the Board in this matter
to cone forward.

JIMKISER M. Chairman and nenbers of the Board,
Jim Kiser on behalf of Equitable Production Company. We’d
continued this at the Decenber hearing in that the escrow
agent had not at that tinme contacted the divisional or
anal yst at Equitable in Charleston who handl es these nmatters,
Ms. Melanie Freeman. | think, thanks in large part to M.

W lson, they finally did contact her on, | think it was about

22
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January the 8'™ about a week ago. And we do have her
spreadsheet and a letter fromher verifying that the
Equitable ledger and the escrow’s account ledger do match up.
The only difference being the accrued interest and there is
al so a additional check that she has noted on here that was

i ssued to the escrow agent on 12/22 that’s not included in
either balance. So, the...Equitable’s balance is
8...Equitable deposits total...for this unit total for the
conflicting claims in this unit total $84,061.81 and that’s
for 12/1/98 through 10/31, 2000. And the escrow agent’s
records show, with accrued interest, $86,041.76. So, roughly
a $180 in interest. And then the additional check which
woul d cover Novenber production is check nunber 434345 dated
12/ 22, 2000 in the anpbunt of $688.03.

SANDRA RI GGS: So, | need to take the $84, 061. 81

pl us $688. 03 plus accrued interest?
JIM KI SER  Ri ght.
SANDRA RI GGS: And those cover tracts---?

JIMKI SER It covers Tracts 1, 2, 5, 6 and 7. Do
you want ne to give you this spreadsheet.

SANDRA RI GGS: Do you have...and you have the

br eakdown?

JI M KI SER Yeah.

23
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SANDRA RI GGS: Ckay.

JIMKISER: 1’711 give you her letter, too, to me.
Now, this will be the breakout w thout the interest and
wi t hout the Novenber production.

SANDRA RI GGS: Ri ght .

JI M KI SER  Ckay.
(Board nenbers confer anong each other.)

SANDRA RI GGS: Bob, do you have the three part

letter for this...for this disbursenent in your package?

JIMKI SER: I’ve got one if you need one. I think,

this?

BOB WLSON: It’s probably in the file that Mason
has.

JIMKISER: I’ve got a couple of them. Do you want
to---7?

BOB WLSON: Yeah, right there in the front as a

matter of a fact.
(Mason Brent hands the file to Sandra Ri ggs.)

SANDRA RI GGS: So, we’re disbursing on Tract 172

JIM KI'SER Ri ght.

(Board nenbers confer anong each other.)

BENNY WAMPLER: Ckay. The application is for Johnny

Smth and Loretta Smith for Tract 1 and you heard the anpounts
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read.

I s there any questions?

(No audi bl e response.)

BENNY WAMPLER: Do you have anything further?

JIMKISER (Indicates in the negative.)

BENNY WAMPLER: Any questions from nenbers of the

Board on that?

(No audi bl e response.)

BENNY WAMPLER: |s there a notion to approve

di sbur senent ?

MAX LEWS: | make a notion we approve.

MASON BRENT: So, nove.

BENNY WAMPLER: Mbti on. Second?

MASON BRENT: Second.

BENNY WAMPLER: Moti on and second. Any further

di scussi on?

Mel anie to send you kind of a letter of

(No audi bl e response.)

BENNY WAMPLER: All in favor, signify by saying yes.

(Al nmenbers signify yes.)
BENNY WAMPLER. QOpposed, say no.

(No audi bl e response.)

BENNY WAMPLER: You have approval

JIM KI SER: And, Sandy, what I’11 do is I’1ll get

25
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she’11l be the one doing these things and I'm sure there will
be nore of them You know, that way she can get to know you.

BENNY WAMPLER: Ckay. Thank you.

JI M KI SER Thank you.
BENNY WAMPLER: Have a safe trip.

JI M KI SER  Yeah, you too.

BENNY WAMPLER: Defend me while you’re there.

JI'M KI SER: Huh? Defend you while I'm there? You
don’t need any defense, do you?

BENNY WAMPLER: I wouldn’t bet on it. The next item

on the agenda is the reconveni ng of docket 95-04/18-0499-04
concer ni ng Pocahontas Gas Partnership unit W29 for further
consideration of applications filed by certain claimnts for
the calculation thereafter disbursenent of funds on deposit
in the drilling unit escrow account. We’d ask the parties
that wish to address the Board in this matter to conme forward
at this tine.

CLYDE KI NG Nunmber four?

BENNY WAMPLER: Yes, I'm sorry. I went back to

nunber four.
(Leslie Arrington distributes exhibits.)

MARK SWARTZ: Go for it, man.

LESLI E ARRI NGTON: Ckay. Les Arrington on behal f of
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Pocahontas Gas Partnership. Wat | passed out to you is our
spreadsheets on unit W29 and W30 and you’ll notice on the
bottom of both of them it shows a couple of owners on the
bottom. You’ll see one that says Hugh McCrae and Consol.
There has al ready been...that disbursenent has been nade and

we’re here on---.

BENNY WAMPLER: Let ne...let me just stop you.

LESLI E ARRI NGTON: Ckay.

BENNY WAMPLER: W probably need to swear you in if

you’re going to testify as to the figures.

LESLI E ARRI NGTON: Ckay.

(Wtness is duly sworn.)

BENNY WAMPLER: Carry on.

LESLI E ARRI NGTON: Okay. I’'m going to do W-30

first. You’ll see that on the bottom of the spreadsheet I’ve
handed out, there’s a column listed Coal Mountain and Garden
Realty. That disbursement has already taken place and we’re
here to do a disbursenent for Yukon and Coal Mountain, which
is listed as Tract 4, and our bal ance runs through Novenber
the 30'". There was a check placed in the escrow account for
Decenber and then one will go in for January, which wll be
the...we don’t have those two shown here.

MASON BRENT: Les, you said you’re going to do W-30
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first?

LESLI E ARRI NGTON: Yes, W 30. Yes, sir. 1It’s the

short sheet.

MASON BRENT: We haven’t called that one yet.

BENNY WAMPLER: No. Docket nunber 95-04/ 18- 0502.

We’d ask the parties that wish to address the Board in this
matter to conme forward, al so.

MARK SWARTZ: He did call it.

MASON BRENT: Now, it’s called.

LESLI E K. ARRI NGTON: Ckay.

MARK SWARTZ: You can stay with us.

LESLI E ARRI NGTON: Ckay. Ckay, sorry. (oing back

through that again. We’ve already disbursed Tract 2 for Coal
Mountain and Garden Realty and we’re here on behalf of Tract
4, Yukon and Coal Muntain. Again, we have placed a check in
there for Decenber and shortly there will be a check placed
in the escrow account for January. So, this gets us through
11/ 30, 2000. CQur bal ances do match what the bank has.

BENNY WAMPLER: What you’re bringing to the Board

today is a request to disburse through Novermber the 30'", is
what you have the nunbers here---.

LESLI E ARRI NGTON: Well, that’s what’s listed here.

Yes. Uh- huh.
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BENNY WAMPLER: ---and you’re identifying that you

have deposited checks for Decenber and January.

MARK SWARTZ: |s that correct?

LESLI E ARRI NGTON:  Yes.

BENNY WAMPLER: Woul d you tell us that disbursenent

anount ?

LESLI E ARRI NGTON: The di sbursenent anount through

Novenber the 30'" is $47, 881. 69.
SANDRA RI GGS: Does that include interest?

LESLI E ARRI NGTON: Yes, it does.

MARK SWARTZ: W al so request that...this is Mark

Swartz. W also request that as of this nonth, that the
order provide that we could disburse directly to the people
who have the fee split agreenent by Yukon, Pocahontas and
Coal Mountain so that we’re only going to have to settle up
for Decenber and January. Right?

LESLI E ARRI NGTON: That’s right.

CLYDE KI NG: so, you’re saying that you’re going to

di sburse directly---7?

MARK SWARTZ: Fromthis day forward, yes, because

they have...and we might...I don’t know how we’ve done in
this past, but the order might also provide so we don’t have

to make a return trip for the two nonths, that if the bank
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could sinply notify us, you know, what the interest |ess cost
woul d be and we could conpare that to what we put in because
we’re only tal king about two nonths and if it were

appropri ate.

SANDRA RIGGS: | think once they have this, they can

sub- account.

MARK SWARTZ: Ckay.

SANDRA RI GGS: Thr ough Novenber and then

automatically allocate---.

MARK SWARTZ: Ckay. Okay.

SANDRA RI GGS: ---the two new checks.

MARK SWARTZ: So we can get that out as well

MASON BRENT: M. Chairnan?

BENNY WAMPLER: Yes.

MASON BRENT: Shouldn’t we, for the record, have

sone sort of a statenent fromthe bank saying that they do
i ndeed agree with these nunbers.

BENNY WAMPLER: Do you have anything fromthem Bob?

BOB WLSON: No, | do not have anything fromthem

We...we get a...by contract, get a disbursenent report from
themtw ce yearly that verifies the stuff. W have nothing
in place right nowto verify this agreenent. It has

general ly been done between the operator and the bank, and
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then the payout is filed as of the date of the check is
witten, including interest and any checks that have cone in
since the tine of the Board order.

SANDRA RIGGS: | can handl e that through the order

because 1’11 attach the spreadsheet and advise them if their
records purport to that shown on the spreadsheet, to

di sburse; and if not, to notify the bank...Il nean, notify the
Boar d.

BENNY WAMPLER: But that’s a very good point.

MASON BRENT: It just seens to ne...|l nean, we have

t he operator saying, you know, and the bank agrees with this,
| just kind of think for good housekeeping and for the record
here, sonme affirmative statenent fromthe bank saying i ndeed
we do agree with that. That is the right nunber.

BENNY WAMPLER: | agr ee.

DENNI S GARBI S: Yeah, that’s a good point.

MARK SWARTZ: | will tell you that the...l agree

with what you’re suggesting, but I would state, just that so
there’s no confusion, that the bank balances reported in that
col um bank bal ance, those nunbers actually have conme from
the bank. But we don’t have anything official that we could,
you know, give you. I mean, we’ve got spreadsheets that

we’ve taken from their representations. But...so, I guess,
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probably you just need to get sonething fromthem saying we
agree that this last...you know, this last entry refl ected
our balance as of a date. I mean, we don’t have that. I
mean, other than orally.

MASON BRENT: And I’'m not suggesting that we hold up

this disbursenent. 1I’d suggest that we could do this subject
to getting a statenent, but in the future, if we had sone
sort of an affirmative statenent fromthe bank saying that
they do indeed agree with this record here.

BENNY WAMPLER: All right. Bob can require that.

BOB WLSON: I’11 see to it that that occurs in the

future. Thank you.

BENNY WAMPLER: Anyt hing further on W30?

LESLI E ARRI NGTON:  No.

BENNY WAMPLER: |Is there a notion to di sburse?

MAX LEWS: | make a notion to disburse.

CLYDE KI NG Second.

DENNI S GARBI S: Second.

BENNY WAMPLER: Mbtion to di sburse Tract 4. Mbti on

is seconded. Any further discussion? Al in favor---.

MASON BRENT: Only other further discussion | would

have is that that’s subject to getting a statement from the

bank that they agree with these nunbers.
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BENNY WAMPLER: Ckay. It shall be subject to that.

Al in favor, signify by saying yes.
(AI'l menbers signify yes.)
BENNY WAMPLER. Qpposed, say no.

(No audi bl e response.)

BENNY WAMPLER: You have approval. Okay, now, we’re

goi ng back to W29?
LESLI E ARRI NGTON: Yes. Unh-huh. Ckay, |ikew se, on

Unit W29 on our spreadsheet, the large sheet, you’ll notice
several different colums listed that royalty splits have
already taken place and again we’re here on behalf of Yukon/
Coal Mountain royalty split, Tract 15. And the present
bal ance that we show in there is $444.18. And that too gets
us through Novernber the 30'" of 2000.

CLYDE KING So, this will be the sane as before,

Mark, that you’ll directly do it, anything like your
Decenber ?

MARK SWARTZ: Right. We’d make the same request

that we nade on the other, that the bank sub-account the
tract for Novenber and Decenber and just nake that
disbursement when they’ve calculated the amount, and also
aut horize us to pay future nonths directly to the fol ks that

have the split agreement. So, basically it’s a three part
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or der.

BENNY WAMPLER: You neant for Decenber and January,

It hink.

MARK SWARTZ: I’'m sorry. December and January.

Right. Because we’re through November 30th.

BENNY WAMPLER: Any questions from nenbers of the

Board? It will be the sane stipulation with this that M.
Brent brought up. | think we all concur that Ms. Riggs wll
have the bank verify...that the noney matches. Do you have
anything further on Tract 157

MARK SWARTZ: Yeah...well, you m ght take a | ook at

the yell ow col um.

LESLI E ARRI NGTON: Theirs is not col ored. So,

you’ll have to list it.

BENNY WAMPLER: We don’t have the yellow.

MARK SWARTZ: Ckay. You might |ook at the Stanley

W29. 1If you look under Tract 5, there’s a net change in the
tract bal ance. Do you see that?

BENNY WAMPLER: Yes.

MARK SWARTZ: Ckay. This was previously disbursed

and it did not zero the account out, as you can see here, and
we’ve got $5...I guess, $5.20 with regard to Tract 5.

(Leslie Arrington confers with Mark Swartz.)
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MARK SWARTZ: And we’ve got the same problem if you

go all the way over to Tract 9. We’ve got $76.19 because
that wasn’t zeroed out either when it was disbursed. And as
long as we’re here and then we have a disbursement also, I'm
sorry, the very right hand side, Tracts 1 and 2. We’ve got a
disbursement of $20,787 back in roughly July of ‘99, I'm

t hi nking. And you can see that that did not zero that
account out either. As long as we’re here, unless there’s
sone concern with notice, which I'm not aware of, but, you
know, 1f there’s a concern, we can come back, but we’d like
to zero those out.

SANDRA RIGGS: | think that was covered under the

origi nal disbursenent order. The escrow agent was told to
di sburse X anmount plus interest occurring fromthe date of
the accounting through and that was when it was the old
escrow agent and what they did was di sburse the anount, but
they didn’t disburse the interest that accrued from the date
of accounting through the date of disbursement. So, they’ve
al ready been ordered to do that.

MARK SWARTZ: So, we can just bring this to their

attenti on?

SANDRA RIGGS: | think...l think we can send

them ..send the new escrow agent a copy of that order and

35



© 00 N o o b~ w N P

NNNNDN R R R R R R R R R
A W N b O © 00O N O O b W N — O

)
1

bring it to their attention and advise themto di sburse under
the old...under the original order.

MARK SWARTZ: But that you probably need to do,

right?

BENNY WAMPLER: We’1l1 do...we’ll do that.

SANDRA RI GGS: Yes, I’1ll do that.

MARK SWARTZ: Okay. But if...and then you’ve got

the sane problem | hate to junp back and forth here, but as
long as we’re housekeeping, you’ll see on W-30, if you’re
going to send a letter, Sandra, look at Tract 2, there’s
$11.15 in there followi ng a disbursenent, you know, in

December of '99.

BOB WLSON: M. Chairman, may | ask a questi on,
pl ease?

BENNY WAMPLER: Yes.

BOB WLSON: Are there other accounts that you’re
aware of that are in...that have this sane probl enf?

LESLI E ARRI NGTON: My answer...I’m sure there are if
it’s in these two. To be specific, you know, we’d have to go
back and rebal ance the accounts, the ones that the

withdrawals have been made. But, you know, I...I can’t
answer .

MARK SWARTZ: Well, the bank ought to be able to
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tell if they’re setting up sub-accounts on the previously
disbursed units like, I think, they’re supposed to. So, when
we | ook at their annual, or bi-annual reports, the bal ances,
when we start getting sub-accounts, we nay be able to tel

just fromthat.

SANDRA RI GGS: These were done by First Virginia,

ri ght when the escrow agent was changi ng over

MARK SWARTZ: Right. But wouldn’t the new escrow

agent---7?

SANDRA RI GGS: Hopefully, they got these

spreadsheets and got those set up. But I'm not sure because

the disbursements were made. Now, on many of those, we’ve

made a subsequent di sbursenent. | think they woul d have at
that time. But |I...we can tell. W can pull those that
prior disbursements that have been made on. I’'ve got a list
of them

MARK SWARTZ: Because I guess where I’'m coming from

is so that we actually nmake progress with our accounting.
guess, | would assune, nmaybe rightly or wongly, that the new
bank woul d take...would establish sub-accounts for the units
that we’ve been before you on disbursements because the map
is done as of a date and they woul d have been able to do

that, and | guess that’s what we need to confirm, because if
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that’s happening, then they ought to be able to deal with
this pretty easily.

LESLI E ARRI NGTON: Ckay. |Is it your understanding

that they should have had, for instance, these two units in
sub-account s?

SANDRA RIGGS: | think these...l...the ones where

sone interest was left in there which caused the accounts not
to zero bal ance out were di sbursenents nade by First Virginia
prior to the change over in the escrow agent and we had

rem nded themthree or four different tines that they needed
to go back and clean up those interest accounts and it didn’t
happen before the transfer was over. Now, in the transfer
over to the new escrow agent, I don’t know whether they were
gi ven the spreadsheets for prior disbursenents so that they
could break them out into sub-accounts or not. So, we’re
tal ki ng about very few. Anything that has occurred since the
new escrow agent was appointed, they’re doing that. So,
there’s just a handful of these that occurred right there and
they were the ones that Jill Harrison represented and it
would be very easy to identify which units those are. 1’11
go back and pull those spreadsheets.

MARK SWARTZ: | think we probably need to do that

because when you did the accounting work for all the tracts,
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we probably need to nmake sure we share that with them

SANDRA RI GGS: And the spreadsheets are attached to

t he order thensel ves.

MARK SWARTZ: Ri ght.

SANDRA RIGGS: So, they got...if they got copies of

all of the orders, they should have it there. They just need
to break it out.

LESLI E ARRI NGTON: Ckay.

MARK SWARTZ: Those are those Northeast Longwall and

Sout h Longwal | .

SANDRA RI GGS: They were the Hugh McCrae/ Garden

Real ty di sbursenents.

LESLI E ARRI NGTON: Yes, ma’am.

MARK SWARTZ: Ri ght .

MARK SWARTZ: So, to recap what we’re asking for on

W30, is...I'm sorry. On W-29, is to authorize before to
di sburse the Yukon/ Pocahontas/ Coal Muntain Tract 15; to
aut hori ze the Board in the process of doing the sub-account
accounting to di sburse Decenber and January pertaining to
Tract 15; to authorize the operator to pay with regard to
Tract 15 directly all future royalty paynents after the one
that will be made this nonth, in January. M. Riggs wll

wite to the escrow agent to clean up sone |left over bal ances
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on previously disbursed accounts, which would be Tracts 5, 9
and then Tracts 1 and 2 conbined and I woul d i magi ne, you
know, we probably need the sane caveat here that sonebody
undertake to get the bank to confirmthat the bank bal ance
that we’re showing in the bank bal ance colum is correct as
of Novenber 30'" of 2000. So, that’s what we’re asking for.

LESLI E ARRI NGTON: And we do have the e-mail from

t hem showi ng their bank bal ance for those two units.

BENNY WAMPLER: Well, in keeping with what we’ve

been doing this time, we’ll go ahead and have the bank
val i date the bal ance. Excuse ne just a second while |I have a
di scussi on here.

(Board nenbers confer anong thensel ves.)

CLYDE KING Are you saying this figure here is

correct?

SANDRA RI GGS:  Un- huh.

CLYDE KING Here?

MARK SWARTZ: Well, we’re in agreement.

(Board nenbers continue to confer anong
t hensel ves.)

BENNY WAMPLER: Ckay, any further discussion the

di sbursenent of Tract 157

(No audi bl e response.)

40



© 00 N o o b~ w N P

NNNNDN R R R R R R R R R
A W N b O © 00O N O O b W N — O

)
1

BENNY WAMPLER: |s there a notion to approve?

MAX LEWS: | make a notion we approve.

BENNY WAMPLER: Second?

MASON BRENT: Second.

BENNY WAMPLER: All in favor, signify by saying yes.

(AI'l nmenbers signify yes.)
BENNY WAMPLER: Qpposed, say no.

(No audi bl e response.)

BENNY WAMPLER: You have approval. Thank you.

MARK SWARTZ: If you’1ll---.

LESLI E ARRI NGTON: That’s one of the toughest things

we do is this escrow stuff. That is---.

BENNY WAMPLER. Ckay, going to nunmber seven on the

agenda now. The next itemon the agenda is a petition from
Buchanan Production Conpany for pooling of a coal bed nethane
unit under OGakwood Coal bed Met hane Gas Field | order
identified as YYY-21; docket nunmber VGOB-00-12/19-0851,
continued from December; and we’d ask the parties that wish
to address the Board in this matter to cone forward at this
tine.

MARK SWARTZ: Mark Swartz and Les Arrington. M.

Chai rman, we had intended to continue that to the February

docket and maybe we didn’t communicate that to the Board. It
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certainly was our intention. So, | would ask that we be
all owed to cone back on that in February.

BENNY WAMPLER: It’s continued. Do you have any

ot her housekeepi ng on the agenda?

MARK SWARTZ: Yes.

BENNY WAMPLER: We’1l go ahead and take that---.

MARK SWARTZ: W need to...we need to conti nue

docket itens...now this would be for...well, let nme
start...dockets 14 through 19 are actually Buchanan
Production Conpany and not Pocahontas Gas, just so you know
that. So, 14 through 19, in your docket identified
Pocahontas Gas as the applicant and it’s really Buchanan
Production. Now, with regard to 14, 15 and 16, which are
three Buchanan Production applications, we’ve got some notice
problenms. W noticed sone | essors instead of unl eased
people. So, we need to redo that and we would |like to cone
back...the applications are correct, we just noticed them
wrong, and we’d like to come back on 14, 15 and 16 in
February. W just need a nonth---.

BENNY WAMPLER: Ckay.

MARK SWARTZ: ---to get out the notice on that.

And the rest of the stuff, we’re ready to go on. I would

suggest, and this is assumng that the notion to continue
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YYY- 21 is granted, but I would suggest...since we don’t have
any fol ks here, and it m ght be confusing for the public, but
I don’t think it would be confusing for you guys, I would
suggest that we consolidate Pocahontas Gas Partnership units
for hearing. We’ve got the usual spreadsheet which
summarizes the detail and then we’ll go through them
individually as we need to. But...and then the four
remai ni ng Buchanan Production units, | think we can
consolidate those as well. So, what I'm suggesting is that
we continue 7, 14, 15 and 16 and then conbi ne the remaini ng
PGP applications, none of which are being continued, and the
Buchanan Production ones that aren’t continued also be
combined. So, basically we’ll have two hearings.

BENNY WAMPLER: Any obj ection to the continuance

request? That’s continuing---.

CLYDE KING: That’s 7, 14, 15 and 167

MARK SWARTZ: Correct.

BENNY WAMPLER: Docket nunbers...| already called

seven, the other docket nunbers continuing itens 14 is docket
nunber VGOB-01-01/16-0861; item 15 is VGOB-01-01/16-0862; and
then item 16 is docket nunmber VGOB-01-01/16-0863. Now,
havi ng done that, those are continued. |Is there any

objection fromthe board to conbine the PGP and the Buchanan
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Producti on Conpany itens?
(No audi bl e response.)

BENNY WAMPLER: A1l right. Bear with me and I’11

call the units and the docket numbers. The Board’s calling
for hearing a petition from Pocahontas Gas Partnership for
pool i ng of a coal bed nethane unit identified as AV-111,
docket nunmber VGOB-01-01/16-0852; unit AV-112, docket nunber
VGOB- 01- 01/ 16- 0853; wunit AV-113, docket nunber VGOB-01-01/16-
0854; AW 112, docket number VGOB-01-01/16-0856; and AW 113,
docket nunmber VGOB-01-01/16-0857; and AX-114, docket nunber
VAEOB- 01- 01/ 16- 0859. We’d ask the parties that wish to
address the Board in these matters to cone forward at this
time.

MARK SWARTZ: Mark Swartz and Les Arrington on

behal f of Pocahontas Gas Part nershi p.

(Leslie Arrington distributes exhibits.)

LESLI E ARRI NGTON

havi ng been duly sworn, was exam ned and testified as
fol | ows:

DI RECT EXAM NATI ON

QUESTI ONS BY MR SWARTZ:

Q M. Arrington, you need to state your nane.
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Leslie Arrington.

And who are you enpl oyed by?

Consol Energy.

I nc.?

I nc.

Okay. You’ve previously been sworn?

Yes, | have.

o > O » O » O P

The...a few housekeeping things. The
Pocahont as Partnership applications which are...pooling
applications which are on the docket today that have been
conbi ned, these are the first poolings that we have done in
the new field, correct?

A That’s correct.

Q And when you noticed these, you guessed at
the field name and you guessed wong, right?

A That’s correct.

Q So, you guessed that the field was going to
be the Nora |17

A That’s correct.

Q So, on all of the applications it’s referred
to as the Nora II and it’s turned out that it’s the Middle
Ri dge Coal bed Met hane Field, correct?

A. That’s correct.
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Q So, all of the units, Pocahontas Gas units,
we’re going to be talking about are in the Middle Ridge Field
Rul es in accordance with the sizing and shape of those units?

A That’s correct.

Q Okay. Now, while we’re on the topic of unit
sizes, we were in front of the Board with regard to that
little area where ERECs had gotten sone provisional rules,
correct?

A Uh- huh.

Q We resized sone units to nake the Nora

Fields blend in with the adjoining Cakwood Field, correct?

A Yes.

Q And to make the Mddle R dge Field work as
wel | ?

A Ve did.

Q Ckay. And sone of those units are smaller

in size than the typical unit?

A That’s correct.

Q Why don’t you go down the six units that
we’re talking about today...and I’'m not sure this is
essential, but if the Board wants to nmake a note here, it
probably woul d be easiest to just pick maybe the CBM | eased

coal column and we’ve got, you know, the various percentages
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there, but why don’t you give the Board members the acreage,
the size of these units because sone of themare in that sort
of adj ustnent row?

A Al right. The adjustnent row was the

northern row that adjoins the Cakwood Fi el d.

Q It’s the AV row?

A AV row.

Q Ckay.

A And you go generally...you should al ways

notice that the AV row is going to be sonewhere in the
nei ghbor hood of 50-51 acres and in this case, unit AV-111 is
50.9 acres; AV-112 is---.

Q Sl ow down so Sandy can wite this down.

A Ckay. AV-112 is 50.7; AV-113 was 50.6; AW
112 58.7; AX-113 58.7; and AX-114 is 58.7.

Q Now, on this spreadsheet that you’ve handed
out today, there’s some revisions listed at the bottom?

A There is. Yes.

Q And have you, just staying with the
Pocahontas units, AV-113, Exhibit A page two was changed and
the change is noted there, correct?

A That’s correct. And we simply have...in the

unl eased portion, we were show ng that we had sone coal as
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unl eased and, in fact, it was...all the coal section was
| eased and it should have been 0.00 adverse.

Q And then there was a change with regard to
Exhi bits B-3 and E concerning AW112, correct?

A That’s correct.

Q And that apparently was to...well, it says
to reflect that Swain Perkins was | eased with a known
addr ess?

A That’s correct.

Q Ckay. And is it true that the packet of
exhi bits that you passed out to the Board contains the
Revi sed Exhibits with regard to AV-113 and AW 112 that we’ve
j ust di scussed?

A That’s correct.

Q So, those can be, if necessary, attached to
any order that m ght be entered?

A Yes.

Q Okay. 1In preparing for today’s hearings,
did we notice that we regard to two other...two units that we

needed to revise an exhibit?

A Yes.
Q And what do we need to do?
A Exhibit A page two needs to be revised in
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unit AV-111 and AV-112.

Q Okay. And we’ll be tendering that to the
Boar d?

A That’s correct.

Q Ckay. Let's start with, you know, who the

applicant is and the operator issues, kind of go through that
and then we’ll as necessary work through the individual
applications. GOkay. So, the applicant here in all six of
t hese pooling applications is Pocahontas Gas Partnership, is
that correct?

A That’s correct. Yes.

Q And Pocahontas Gas Partnership is a Virginia
CGeneral Partnership that has two partners and those partners

are Consolidation Coal Conpany and Conoco, Inc., is that

correct?

A That’s correct.

Q Who is Pocahontas Gas Partnership requesting
be designated as the Board’s operator?

A Pocahont as Gas.

Q Ckay. |s Pocahontas Gas Partnership
aut horized to do business in the Cormonweal th, has it
registered with the Departnent of Mnes, Mnerals and Energy

and does it have a bl anket bond on fil e?
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Q

listed the nanes

Yes.

Wth regard to the various units, have you

of the respondents, neaning the people that

you’ re seeking to pool in both the notice of hearing and

Exhi bit B-3?

A

Q
any of these?

A

Q
any of these?

A
Swai n Perkins as

Q

Yes, we have.

Okay. Do you want to add any respondents to

No.

Do you want to dism ss any respondents to

Only to the affect it would be in AW112 and
bei ng | eased.

Ckay. So, to the extent he was shown as a

respondent to be pooled. We’re dismissing him because we

have a | ease?

A.
Q

Yes.

Okay. And that’s the only respondent that

you’re seeking to---7?

A

Q
A.
Q

Yes.
---elimnate today?
Yes.

Ckay. Wth regard to notice, could you tel
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the Board what you did in terns of notice, both mailing and
publ i cation?

A Yes. It was nailed by certified mail/return
recei pt requested on December the 15'" of 2000, and it was
al so published in the Bluefield Daily Tel egraph on Decenber
the 21°...Decenber the 21st of 2000 and this is the sanme for
all units.

Q kay. So, the dates are the same for
ever ybody?

A Yes.

Q Today, have you filed summaries, spreadsheet
summaries with regard to status of nmailing and so forth with
regard to each of the units with the Board?

A Yes, we have.

Q Ckay. Have you also filed a copy of
the...was it published in the Bluefield Daily Tel egraph?

A Yes, it was.

Q Have you also filed copies of their
certifications with regard to publication?

A W have.

Q When you published, what was it that was
printed in the paper?

A. The notice that’s attached to the
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application.

Q kay. So, it would be the two pages of text
and the map, the one page map, which sort of shows where it
isin the state and then identifies the unit in relation to
t he roads and streans?

A That’s correct.

Q kay. Okay, wth regard to...although you
have various | eased interest, or positions in each of these
units, it’s obvious that you’ve leased a number of people.
Could you tell the Board what the terns that you have offered
to the folk or generally to the folks that you’ve been able
to | ease?

A Yes. W offer a $1 per acre, per year for a

coal bed nethane |l ease with a five year term

Q And what’s the royalty?
A 1/8. I’'m sorry.
Q And that rental is payable until production

comences and then royalty kicks in, correct?

A That’s correct.

Q Wul d you reconmend those | ease terns to the
Board to incorporate into any order it mght enter with
regard to these units concerning the status of people who

m ght be deened to have been | eased?
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Yes, we woul d.
Now, each of these units is a frac unit,
correct?
A It is.
Q And havi ng gone through each of the
applications, it appears to ne that each of the wells is

shown on the plats that are included?

A That’s correct.

Q There’s one well in every unit?

A Correct.

Q And none of the wells as proposed or

existing require a | ocation exception?

A That’s correct.

Q Ckay. Is there an Exhibit C a well
cost...an estimated well cost exhibit in each of the
appl i cations?

A Yes, there is.

Q Ckay. Now, with regard to royalty owners
who are pool ed or have el ection options, if they wanted
to...if the royalty owner wanted to get sone feel for what
his royalty interest in any given unit would be, would he go
to Exhibit B-3?

A. That’s correct.
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Q

Okay. And there’s only percentage reported

here because we’re dealing with a frac unit, correct?

A
Q

That’s correct.

And so the percentage interest in unit would

be that individual royalty owners that’s being pooled, his

i ndi vi dual percentage of interest in that unit then would be

applied or multiplied tinmes the 12 #6or 1/8 royalty?

> O >

Q
det erm ni ng what

mul tiplier would

That’s correct.

And that would be the allocated royalty?
Yes.

And if the royalty owner was interested in
his participation or carried interest

be, he woul d use that sanme percentage and

take it tinmes the well cost?

A
Q
to determ ne the
A
Q
A

Q

Correct.

And then tinmes a multiplier, if necessary,
participation or carried interest costs?
Uh- huh.

Correct?

Yes.

Ckay. Is it your testinony, or your

opi nion, that the plan to devel op the coal bed net hane under

each of these units as is disclosed by the application and
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then the plat and the wells that are |located in these units,
that that plan is a reasonable plan to devel op the coal bed
met hane under these units that will protect both your |essors
and the unl eased parties so that in effect protects al

people with correlative rights?

A Yes, it is.
Q Now, let's turn to the units individually,
and before we get to your spreadsheet, | want to talk a

little bit about escrow requirenents and it appears to ne in
review ng AV-111 that escrow for conflicting clains is
required, is that true?

A Yes, it is.

Q Wth regard to AV-112, it appears that
escrow i s requi red again because of conflicting clains?

A That’s correct.

Q Wth regard to AV-113, it | ooks |ike escrow
is required again because of conflicting clains?

A Correct.

Q In 1... AW112, it appears to ne that we have

sone people that we cannot locate? |If you ook at the---.

A I believe that’s...yes.
Q That you’ve shown address unknown?
A Yes.
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Q And in 1...AW 112, we al so have conflicting
cl ainms issues?

A That’s correct.

Q So, with regard to escrow requirenents in
AW 112, there are tracts that have folks that we’ve been
unable to locate and there are tracts that are in conflict?

A That’s correct.

So, there are two reasons to escrow?

A Uh- huh.

Q Ri ght ?

A Correct.

Q Ckay. Wien we get to AW 113, it |l ooks like

we have all three reasons. W have got uncertainty with
regard to who owns it. So, we’ve got an unknown issue; we'’ve
got unlocateable because we’ve got some addresses we don’t
have; and we al so have conflicting clains problens?

A Correct.

Q So, in drafting that escrow provision, the
Board woul d have to anticipate all three situations?

A That’s correct.

Q Finally, with regard to AX-114, it | ooks
li ke we have two reasons to escrow. One, because we have

sone m ssing addresses and secondly because there are
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conflicting clains, is that correct?

A That’s correct.

Q Ckay. Let's turn to the spreadsheet summary
that you passed out to the Board today and | think it would
probably be sinplest if you just took it one unit at a
tinme---.

A Ckay.

Q ---because we need to get this in the
record, and we’ve already covered notice and publication and
sone of those things. But you certainly need to tal k about
what interest you’ve acquired, what you’re seeking to pool,
the status of the well and the cost of the well.

A Ckay. kay, beginning with AV-111, we have
| eased 100% coal bed net hane fromthe coal owner and 97. 60% of
the o0il and gas interest. We'’'re seeking to pool 2.4% of---.

Q No. O the...okay.

A ---the oil and gas interest, and we have a
100% of the coal leased underneath that unit. And that’s for
well AV-111. The permt was issued...the permt nunber was
4593. It was issued May the 31°" of 2000, and it was drilled
on Cctober the 5'" to a total depth of 2,231 feet and five
tenths at a cost of $209, 680. 79.

Q And we had to file a revised Exhibit A page
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two with regard to his unit, correct?

A That’s correct.
Q And what’s going to change?
A. It will indicate that there’s 0% of the coal

interest unleased. Gkay. GCkay, AV-112, we have 100% of the
coal bed net hane | eased fromthe coal owner. W have 70.67%
of the o0il and gas interest leased. We’re seeking to pool
29.33% of the o0il and gas interest and again we’ll have to
revise Exhibit A page two do to the fact that | copied the
information over to the adverse coal owners. W have 100% of
the coal |eased underneath that unit. The well permt nunber
is 4626 issued June the 27'" of 2000. It was drilled on
Cct ober the 2" of 2000 to a total depth of 2,230.50 feet at
a cost of $210, 120. 46.

Unit AV-113, we have 100% of the coal |eased from
t he coal owner...coal bed neth...coal bed net hane owner. W
have 67.57% of the o0il and gas interest leased. We're
seeking to pool 32.43% of the oil and gas interest. That
was...that would be for well AV-113. The permt is 4462,
which has a nodification to that well. It was issued on
February the 3'9 of 2000, drilled August the 22" of 2000 to a
total depth of 2,440.40 feet at a cost of $217,575.78.

Unit and well AW 112, we have 100% of the coal
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owners, coal bed nethane | eased. 65%of the oil and gas
interest leased. We’re seeking to pool 35% of the o0il and
gas interest and underneath that unit, we |ease 100% of the
coal. That permt for well AW112 is 4671. It was issued
August the 3'% of 2000. It was drilled Septenber the 25'" of
2000 to a depth of 2,464.90 feet at a cost of $221,673.75.

AW 113, we have 100% of the coal...coal bed nethane
interest | eased, 80.82%of the oil and gas interest and we’re
seeking to pool 19.18% of the oil and gas interest. W have
100% of the coal |eased under this unit. The well permt
nunber for AW 113 is 4558 issued on April the 27'" of 2000,
drilled August the 28'" of 2000 to a total depth of 2,461.70
feet at a cost of $222,034.55.

Unit AX-114, we’re seeking to pool...I mean, we
have | eased 95.14% of the coal owners, coal bed net hane
interest, and we have | eased 85.09% of the oil and gas
interest. We’re seeking to pool 4.86% of the coal interest
and 14.91% of the oil and gas interest. Under that unit, we
have 95.14% of the coal |eased. This is well nunber AX-114,
permt nunber is 4632. It was issued on July the 10'" of
2000. It was drilled September the 6'" of 2000 to a total
depth of 2,501 feet and five tenths with a cost of

$221, 463. 14.
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Boar d?

1147

take five

MARK SWARTZ: Okay. That’s all I have.

BENNY WAMPLER: Any questions from nenbers of the

CLYDE KING Are we going to consolidate 111 through

BENNY WAMPLER: Yes.

CLYDE KING Do you want a notion?

(No audi bl e response.)

CLYDE KING | so nmbve, M. Chairman.

BENNY WAMPLER: | have a notion to approve.

DENNI S GARBIS: | nmake a notion to approve it.

BENNY WAMPLER: Second?

MASON BRENT: | second.

BENNY WAMPLER: Second. Any further discussion?

(No audi bl e response.)

BENNY WAMPLER: All in favor, signify by saying yes.

(Al nmenbers signify yes.)
BENNY WAMPLER. QOpposed, say no.

(No audi bl e response.)

BENNY WAMPLER: You have approval. Do you want to

m nutes or do you want to go to the next one?
(Board nenber confer anong each other.)

BENNY WAMPLER: We’1l take a five minute break.
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(O f record.)

BENNY WAMPLER: We’re ready to reconvene.

BOB WLSON: M. Chairman?

BOB WLSON: M. WI son?

BOB WLSON: Before you call these itens, to

reiterate if | could say it, sonething M. Swartz said
earlier, itens 14 through 20 on the agenda should in
actuality be Buchanan Production Conpany rather than
Pocahontas Gas Partnership. W have dropped that little
detail a couple of times now and we’ll see to it that it
doesn’t happen in the future.

BENNY WAMPLER: All right. W w il conbine the

(inaudible). Item 17 is unit D 16, docket nunber VGOB-01-

01/16-0864; item 18 is unit E-15, docket nunmber VGOB-01-
01/16-0866; item 19 is unit E-16, docket nunmber VGOB-01-

01/16-0867; and item 20 is unit E-17, docket nunber VGOB-01-

01/ 16- 0868; and we’d ask the parties that wish to address the

Board in this matter to cone forward at this tine.

MARK SWARTZ: Mark Swartz and Les Arrington.

LESLI E ARRI NGTON

DI RECT EXAM NATI ON

QUESTI ONS BY MR SWARTZ:
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Q Les, you need to state your nane for us

agai n?
A Leslie Arrington.
Q Who do you work for?
A Consol Energy, Inc.
Q These applications that we’ve consolidated

t oday, docket itens 17 through 20, are these all 80 acre
Gakwood units?

A Yes, they are.

Q And are all of the pooling applications
seeking to pool them both under GCakwood | and OCakwood |17

A Yes.

Q And at that the present tinme, are they
essentially in a node where they woul d produce active gob
gas?

A That’s correct.

Q Ckay. Let's go through the genera
informati on and then we can get to specific...sonme specific
units. The applicant here in all three...four of these
i nstances i s Buchanan Production Conpany, is that correct?

A That’s correct.

Q And Buchanan Production Conpany is a

Virginia General Partnership that has two partners, is that
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true?

A That’s true.

Q The two partners are Appal achi an Operators,
I nc. and Appal achi an Methane, Inc. and they are the two
corporate partners in Buchanan Production Conpany and the
stock in those two partners is owned either directly or

indirectly by a conpany called Consol Energy, Inc., is that

right?
That’s correct.
Did Consol, Inc., your previous enployer,
okay---7?
A Uh- huh.
Q ---nmerge into Consol Energy, Inc. effective

Decenber the 31°" of 2000?

A Yes, it did.

Q So, all the enpl oyees of Consol, Inc. are
now enpl oyees of Consol Energy, right?

A Correct.

Q And we’ve been substituting bonds and all of
that sort of stuff?

A W have.

Q Ckay. |s Buchanan Producti on Conpany

aut hori zed to do business in the Conmpbnweal t h?
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Yes, it is.
Q Who are you aski ng be appointed the
desi gnat ed operator?
A Consol Energy, Inc.
Okay. And have you...is Consol Energy, Inc.
a Del aware Corporation?
A Yes, it is.
Q kay. Is it authorized to do business in

t he Commonweal t h?

A Yes, it is.

Q Ckay. Has it registered with DMVE and does
it have a bl anket bond on file as successor to Consol, Inc.?

A Yes, it has.

Q Okay. And it’s in the process of

registering or has it already---7?

A W have.

Q You’ve already done that, okay. Now, way
back in the dark ages of development here, we’re probably
talking ‘91 or ‘92, Buchanan Production Company delegated the
managenent responsibilities for its properties to Consol,
I nc., correct?

A That’s correct.

Q And that’s still in place?



A
Q

Yes, it is.

And Consol Energy, Inc., of course, has

succeeded to Consol, Inc.’s obligations, correct?

A
Q

A
Q

That’s right.
So, we still have the sane circunstances?
Yes.

Wth regard to these four applications, are

t he names of the people that you’re seeking to pool listed in

both the notice of hearing and in Exhibits B-3?

A

> O > O >

Q

and mail i ng?

A

Yes, they are.

Do you wi sh to add anybody?

No.

Do you wi sh to subtract anybody today?
No.

Ckay. So, the lineups are correct?
That’s correct.

Could you tell the Board about publication

Yes, it was nmailed by certified mail/return

recei pt requested on Decenber the 15'" of 2000 and publ i shed

in the Bluefield Daily Tel egraph on Decenber the 19'" of

2000, and that’s for all four units.

Q

Ckay. And have you filed the spreadsheet
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wth regard to mailing status and copies of the cards with
the Board today?

A Yes, we have.

Q Ckay. Have you also filed a copy of the
Bluefield Daily Telegraphs’s certificate with regard to
publ i cati on?

A Yes, we have.

Q When you published, did you publish the two
page text of the notice together with the maps showi ng their
| ocation in the Coomonweal th and then showi ng their | ocation

inthe grid overlaid on a county map?

A Yes, we did.

Q And that would be true for all four units?
A Yes.

Q And each one of these units is an 80 acre

unit and you’re seeking to develop the coal seams from the

Tiller on down, correct?

A That’s correct.

Q There are multiple wells in sone of the
units?

A That’s correct.

Q And there are zero wells in sone of the
ot her units?
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A That’s correct.

Q Wth regard to the allocation of costs,
which we’re going to get to in a minute, what is the maximum
nunmber of wells regardl ess of how many occur that you have

all ocated costs for in any given unit?

A Si X.

Q | s that per panel or per unit?

A Per unit.

Q Ckay. If we take, for exanple...let's see
if we can find the one that has five init. |If we |ook at E-
16---.

Yes.
---that has five wells in it, correct?

A E-16?7 Well, actually E-16, it is show ng
nunmerous wells, but there will only be two wells allocated to
it.

Q Ckay. Let's start with the first one. The

first question is, are there in fact five wells located in

three different | ongwall panels under Exhibit E-167

A There is.

Q Under unit E-167

A There is.

Q Ckay. For purposes of allocating well costs
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to E-16, or any other units that are over those three
| ongwal | panels, how many wel|ls have you included in the cost
cal cul ati on?

A For unit E-16, for instance, there’s only
two wells allocated to its costs.

Q Ckay. So even though you could nultiple the
well costs times five, you’re basically...you have limited it
to two?

A I have. At the present time, we’re not

pl anni ng on those additional wells.

Q Being included in the costs?
A That’s right.
Q Ckay. And is that historically what

Buchanan Production Conpany has done, is regardless of the
nunmber of wells never....in conjunction of the m ne plan, has
never allocated the cost of nore than two to any unit or any
col l ection of units?

A Prob...I believe that’s correct.

Q Ckay. But certainly that has been your
practice---7?

A Yes.

Q ---since Consol, Inc. has owned Buchanan

Pr oducti on?
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A W may have allocated nore at tines---.

Q Ckay.

A ---to a longwal | panel.

Q To a panel. I’'m talking to a unit in an
active gob.

A Mark, there could be at tines, if we have

three | ongwal | panels such as shown here, there could be nore
wells...there could be nore wells.

Q Okay, you’re...okay, I think we’re at cross
pur poses and---.

A Ckay.

Q ---you straighten me out, if I'm wrong. I’'m
not tal king about if you have three units in a |ongwall pane

whi ch woul d allow you to allocate six wells.

A Ckay.
Q I’'m talking about if you’ve got one unit
overall in a longwall panel and you’re allocating costs to

that unit, the maximum you’re talking about is two wells,
correct, in all of these application today?

A That’s right.

Q Ckay. And historically, has that been your
practice generally?

A Ceneral ly.
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Q kay. And if the Board | ooks at the
allocation of costs, and we’ll be talking about that later,
but particularly Exhibit G, page one, they’1ll see that even
t hough there are panels where there are nunerous wells, the
costs do not reflect...the costs that we’re seeking to
all ocate do not reflect the total costs?

A That’s right.

Q Ckay. Al right. Qoviously, froml ooking
at the percentages that you have acquired, and the
percentages that you’re trying to pool, you have been able to
| ease significant portions of these four units, correct?

A W have.

Q What ternms have you offered to the fol ks
that you have been able to | ease fron?

A Qur standard coal bed nmet hane |l ease is a $1
per acre per year, with a five year term with a 1/8 royalty.

Q And woul d that be the terns that you would
reconmmend to the Board that they incorporate in any order
that they mght make with regard to fol ks that could be

deened to be | eased?

A. That’s correct.
Q Wth regard to revisions to exhibits and/or
the need for revisions, | notice in the notes in the
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spreadsheet that you’ve passed out to the Board, you’ve
indicated that there’s a revised Exhibit C that you’ve

tendered today to them

A That’s correct.
Q Wth regard to unit E-17, and you had used
the wong cost per foot in the contract drilling section and

had under estimated the costs, correct?

A Actually, I think it was a bit nore. It was
a hundred...the DWE that’s in the application that they have
in their possession was $133,000 and | believe the new

exhi bits has $126, 000.

Q Ckay. So, it actually had overstated the
nunber ?

A Yes.

Q Ckay. In addition, in preparing for the
hearings today, did we determine that there are sone further

revi sions that need to be nade?

A That’s correct.

Q Ckay. And what is it that we need to do?

A Yes. Normal exhibits that we submt to you
all, on our Exhibit B-3 and Es, if there should be one, we

have listed in there the active panels and their respective

percentages being allocated, we failed to get that
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information on these exhibits. So, we will revise those and
get themto you.

Q Okay. Let's...let's just go wth Exhibit,
or with pooling application D16, and kind of identify
specifically for the Board what you’re talking about. If you
turn to Exhibit B-3, for exanple---.

A That’s correct.

---there is a colum acres in unit, correct?

A Yes.

Q And then there’s a percent of a unit?
A Correct.

Q And the percent indicates the anpount of

acreage that the respondent has in the 80 acre unit, correct?

A That’s correct.

Q But to pay on...pay production royalties on
panel production, there needs to be a further breakout of
percent in the various panels?

A That’s correct.

Q And those percentages are actually stated in
another portion of the applications, but they just didn’t
make it on to Exhibit B-3.

A Uh- huh. That’s right.

Q And the percentages that you would use to
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calculate that are reported at G page one?

A They are.

Q So, you’re going to derive those percentages
and submt revised Exhibits B-3, and if necessary, the

conflicting clains exhibit---?

A That’s right.

Q ---to the Board?

A Correct.

Q Ckay. And that would be true of all four of

the Buchanan Production Company units we’re talking---7?

A Yes.

Q ---about today?

A Yes.

Q Ckay. Al right. Wth regard to the wells,

are the wells and their |ocations shown on the Exhibit G that

acconpani es each one of the applications?

A Yes, they are.

Q Ckay. And because these are wells in
conjunction with mning, well |ocation exceptions are not an
i ssue, correct?

A That’s correct.

Q | would ask you if it is your opinion that
t he devel opnent of coal bed net hane under these four units
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1 initially by frac wells and ultimately by active gob

2 production that that devel opnent was a reasonable plan to

3 develop the resource and that the nethodol ogy to pay

4 royalties and account for royalties is designed to protect

5 the correlative rights of both your |essor and the fol ks that
6 you have not been able to lease fron? |s that your opinion?
7 A Yes, it is.

8 Q Let's go through the spreadsheet today with
9 regard to these Buchanan Production units, and bearing in

=
o

mind that we’ve already talked about publication and mailing

[
[

and so forth, could you outline for the Board the interest

=
N

you’ve acquired, what you’re seeking to pool, and the status

[
w

of the wells?

[y
SN

A Ckay. For unit D16, we have | eased

[
(631

74.9078% of both the coal, oil and gas, coal bed net hane

=
(o)}

interest. We’re seeking to pool 25.0922% of the coal, oil

[
\‘

and gas, coal bed nethane interest and we have a 100% of the

[
(00}

coal | eased under that unit. Wthin that D-16, there was a

=
©o

cost allocated per |ongwall panel that ended up being for

N
o

that unit a cost to participate would be $286, 293. 07.

N
[

Unit E-15, we have | eased 90.9815% of the coal, oi
22 and gas, coal bed nethane interest, and seeking to pool

23 9.0185% of the coal, oil and gas coal bed nethane interest and
24
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we have a 100% of the coal |eased below that unit. And

within that unit,

it would cost $31,425.49 to...which is

allocated to that unit for participation.

E- 16, we have 82.98% of the coal, oil and gas,

coal bed net hane interest leased. We’re seeking to pool

17.02% of the coal, oil and gas, coal bed nethane interest. |

have 100% of the

coal interest |eased below that unit. And

it’s $99,166.48 allocated to that unit.

E-17, we have 75.5758% of the coal, oil and gas,

Coalbed methane interest leased. We’re seeking to pool

24. 4242% of the coal, oil and gas, coal bed nethane interest

and we have 100% of the coal |eased below that unit with a

total cost of $69,682.61 allocated to that unit.

Q

Just to illustrate for the Board the

difference in costs allocated to units. If we just...and |

think we can just conpare the first two. |f you | ook at

Exhibit Gto unit D16 or the application on D16, it shows

that D-16 lies smack over the top of two | ongwal |l panels.

A.
Q

Correct.

And basically every acre of that unit was in

longwall panels or entries and, in fact, there’s even a

portion of the unit in a third |longwall panel, correct?

A

That’s correct.
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Q And if you conpare this then, and this the

one to which you’ve allocated $286, 000, correct?

A That’s correct.

Q | f you conpare that to E-15, for exanple,
okay?

A Uh- huh.

Q E- 15, although it is in portions four

longwall panels, there’s really just the tail end of those,
correct?

Right. Correct.

And the difference in cost is explained, is
it not, by the anbunt of acreage in a |longwall panel

collectively in a given unit?

A That’s correct.

Q Because production is allocated to the unit
based on acreage of the panel, longwall panel, in the unit,
correct?

A That’s right.

Q And costs are allocated to the unit on the

sane basis so that costs would track production?
A Correct.
Q The nunbers that are reported on the

Exhibits G and hopefully it would be the sanme exhibit, the
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1 sanme mne map, right?

2 A Uh- huh.

3 Q The nunbers...the little nunbers there are
4 reported are not percentages, they’re acreages, aren’t they?
5 A That’s on the Exhibit G, that’s correct.

6 Q Correct. So, to do the math, basically you
7 would add up the acreage in a panel. Panel five, for

8 exanple, would be pretty easy to add 4.96, 17.13 and 12. 63

9 acres and if you wanted to know how nuch was in a given unit,
10 you would take the acreage in that unit over the total and
11 that’s the calculation that you got?

12 A That’s correct.

13 Q And you’re essentially allocating, are you
14 not, the revenue strain fromthe panels to the units on the
15 same basis that you’re allocating the costs?

16 A Correct.

17 MARK SWARTZ: And we need to also point out to the
18 Board that...and I’11l just give you an example again because
19 we’re going to have to file a corrective exhibit here, |

20 guess, if you stay with D16, if you look at Exhibit Git

21 starts with longwall ten at the north and goes to four at the

22 south and it shows that unit D16 has panels nine, eight and
23 alittle bit of seven init and if you go to G page one, the
24
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nunbering of the panels is wong. The math is right.
Everything is right. It’s just that we start with nine east,
or we start with eight east, instead of nine. So, we need to
go in there and just renunber. | nean, we checked the nmath
and it all works. But---.

SANDRA RI GGS: You'‘re on Exhibit G, page one?

MARK SWARTZ: Right. And that unfortunately has a

probl em that showed up in the other ones as well. W should
have started nunbering just to stay with G page one, on D
16. W should have started with nine east as a panel and we
should have gone to eight and then to seven and you’ll see
that we started wth eight, seven, six and we need to correct
that. So, exhibit...the text exhibit does not track the map
exhibits and the nmep is right. So, we’re going to straighten
that out. And that needs to be corrected on D16, it | ooks
like E as well...E 15, 16...E-16 and probably E-17. So, it’s
true of all four.

LESLI E ARRINGTON: It is. It is.

MARK SWARTZ: Yeah. That’s all I have.

BENNY WAMPLER: You did say the math is correct,

t hough, on all of those?

MARK SWARTZ: Yes, we checked that. Yes.

(Board nenbers confer anong thensel ves.)
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MARK SWARTZ: Now, the other thing that you need to

be sensitive to, and this is not a m stake, when you | ook at
sone of these units that have nore wells in them the costs
that are allocated because we’re eliminating it to, to the
unit, we’re not including costs from some of the other
units...sonme of the other panels because it would then
violate that rule of only two per unit. So, if you | ook at

the maps, | think...let's see, this would be an exanpl e here.

© 00 N o o b~ w DN

A good exanple is E-16. That’s the one with the five wells

=
o

inthree different panels. But if you | ook at E-16, Les has

[
[

just utilized the six east panel for allocation purposes. Do

=
N

you fol |l ow ne?

[
w

BENNY WAMPLER. Do you want to run through why he

[y
SN

did that?

[
(631

LESLI E ARRI NGTON: The ot her ones are plugged.

=
(o)}

BENNY WAMPLER: Okay. That’s---.

[
\I

DENNI S GARBI S: Say...say again

[
(00}

LESLI E ARRI NGTON: The ot her ones are plugged.

=
©o

CLYDE KI NG Pl ugged?

N
o

LESLI E ARRINGTON: Yes. | think...l nay have one

N
=

well there that I can go to, but we haven’t worked out a

22 surface deal yet on that property. At this time, that’s as
23 far as we’re planning on going.

24
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BENNY WAMPLER: Any questions from nenbers of the

Board? M. Garbis?

DENNI' S GARBI S: Yeah, just as a matter of

information. One would think that you woul d take the center
of mass basically on these |ongwall panels that you would try
to, | guess, center those wells.

LESLI E ARRI NGTON: Ckay.

DENNI S GARBI S: Why is it that that, and I’'m just

conpari ng these over here, that you have, for exanple, E-16,
but you have...could you not in the case of E-16 naybe shift
it over alittle bit to get sonething on E-15 and | can see
where it’s kind of on the outer edge there? But certainly
like in E-17, you could have taken that E-16A and noved it
over. | nean, was there any...was there any other

consi derati on?

LESLI E ARRI NGTON: Yes. All of these holes that you

see on that map are existing vertical ventilation holes for
the mine that we’ve taken over and converted them over to
coal bed nmet hane wel | s.

DENNI S GARBI S: | see.

LESLI E ARRI NGTON: And these wells were all

drilled...wells or ventilation holes were all drilled way

prior to the coal bed nethane. They were only drilled for
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ventilation interest.

DENNI S GARBI S: Ckay.

LESLI E ARRI NGTON: And these also, if you’ll notice,

are much narrow panels and it didn’t take as many wells.

DENNI S GARBI'S: So, is that an efficient spacing the

way you have that?

MARK SWARTZ: Not any nore.

LESLI E ARRI NGTON: No. Correct, it is not what we

use nowadays. Two things - one, those panels we don’t use
that with panels at all any nore. | believe those are
sonething |ike 650 foot panels. W use 1,000 foot panels
now. So, no, it’s not.

MARK SWARTZ: Well, and also we’ll have ten to

twel ve hol es per panel,

LESLI E ARRI NGTON:  Yes.

DENNI S GARBI S: Well, that’s what I thought.

LESLI E ARRI NGTON: Wl |, we do. W do.

MARK SWARTZ: Well, | nmean, it |ooks a | ot busier.

LESLI E ARRINGTON: This is real old m ning.

DENNI S GARBI S:  Un- huh

MARK SWARTZ: No. The ten to twelve per panel is

driven by two things. One, the width of the panel is

greater, the length of panels are longer as well. But in
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addition to that, the thinking has changed and we want the
wells to be nore densely spaced for the degas. But the
current stuff, you’re right. I mean, when you look at
current well spacing, it’s very different and much busier

than what you’re looking for.

CLYDE KING How | ong have these been there? Do you

have any i dea?

LESLI E ARRINGTON: I sure can. If you’ll notice on

my sheet, if you’ll look at date drilled---.

CLYDE KING: The ‘70s.

LESLI E ARRINGTON:  ---you’ll see ‘81, ‘79, you

know, in that vicinity. So, they have been there quite sone
tine.

DENNI S GARBI S: So, what are these costs over here

if the wells have al ready been drilled? What are the costs?

LESLI E ARRI NGTON: Wel |, okay, those costs are what

it would cost us to possibly redrill sonmething there.
That’s...that’s the depth of that hole. The casing if we had
to set over, or beside of it and redrill it. That’s what

t hose costs woul d be.

MASON BRENT: I’'m still way confused on the cost

allocation. Alittle while ago you indicated that you

generally allocate the costs of two wells---.
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LESLI E ARRI NGTON: I think what Mark’s referring to
there is two wells when we cone in for active...just active
production or maybe gob production...| nean, seal ed gob
production. We’ll only allocated the costs of two wells out
t here.

MARK SWARTZ: Per unit.

LESLI E ARRI NGTON: Per unit per pound.

MARK SWARTZ: Ri ght.

MASON BRENT: There may be nore wells there?

LESLI E ARRI NGTON: Right. There could be nore.

MASON BRENT: But you’re only going to allocate the

costs of two wells. And is that out of your deep well of

generosity or---.

LESLI E ARRI NGTON: Wl | - - -.

MARK SWARTZ: |t occurred before you were on the
Board and we had a debate with the prior Board about...I'm
not sure we had a big debate, but we certainly had sone

di scussi ons about would it be appropriate to take ten or
twelve times...because now we’re drilling frac wells. If
you’ll notice, these are on 120, 130s are not frac wells.
So, they’re less expensive. But, you know, would it be
appropriate to take ten or twelve wells tinmes 200,000 and

change and load all of that on to the panel or the units that
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intersect the panel. The Board had a | ot of heartburn with
that, or at |east we saw that comng, | think, and we
proposed that we not allocate nore than two wells to a given
unit per panel for high density wells. So, the situation
here, we’ve got five wells in the unit, the most that you’re
going to see land on the costs fromus is twd. And that
seened to be a conprom se that the prior Board was
confortable with. So, we just sort of continued that. |
won’t say that we...I’'m not sure...I don’t think that any of
you all were---.

MASON BRENT: So, if you...if you saw this Board

here as bei ng easy, then you could cone back now and al |l ocate
the cost of five wells or propose to allocate the cost of
five wells or whatever? I mean, there’s no...there’s no
regul ation or legislation---7?

MARK SWARTZ: There’s no...there’s no order that is

bi ndi ng on anybody. But we have...we are not...| have not
concluded that Benny and Sandy’s memory banks have been
erased and there is a---.

SANDRA RI GGS: And we couldn’t find the transcript.

MARK SWARTZ: And | think there is a historica

awar eness on sone of the people in this roomwth regard to

those kinds of issues. But you’re absolutely right. I mean,
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we’re not bound by some Board order that says you nust do
this, or you can’t do that, or it’s a judgment call we made
way back when that everybody got confortable wth.

MASON BRENT: That’s interesting. Okay, then the

other thing that is causing ny confusion. You then went on
to explain an allocation of costs based on acreage. I'm

trying to reconcile---.

MARK SWARTZ: Right. The OGakwood Il Field Rules,

when they were implemented, there’s a...I don’t think we have
any orders handy, but there’s a...there’s a section in the
Board orders that you typically would enter that says if this
is a frac unit, this is how you allocate. If it’s a frac
unit that becones an active gob unit, this is how you
allocate it and it’s expressed in your field rules and it
gets now lifted into your orders. And essentially what it
says, the field rules establishes the allocation. It just
gets repeated in the order. Then the field rules say that
for a frac...once a frac unit has a |longwall panel under it
that is isolated fromthe coal generally by the entries, at
that point, that panel shifts froma unit allocation of the
production froma well into that panel. Prior to isolation

of a longwall panel, 100% of the gas froma well in a unit
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t hat happened to penetrate a non-isol ated | ongwal | panel
woul d be allocated entirely to the unit in which the well was
located. Once you isolate the...I’'m explaining rather than
guoting. But once you isolate a |ongwall panel that may run
under through your four units, at that point the wells
penetrating the coal in the panel, the total production of
the nunber of wells is aggregate. You then calculate the
acreage in the panel overall. You then cal cul ate the acreage
in any given unit and create a percentage of acres of a pane
inaunit. You then take the aggregate production, take the
percentage that you cal cul ated, apply that to the production
and then that production lands in that unit regardl ess of
where the well may be | ocated fromwhich the production or
well is from..in which the production occurs. So, what we

have done since that’s how we allocate production, we have

attempted in these active gob units...we haven’t attempted,
we have allocated costs exactly the same. So, we’ve tried to
track...this is going to be..... the check you wite to this

is going to be the check how we cal cul ate the check you
receive with a cavot that we’re not including all of our
costs because we feel as if we mght get an argunent.

MASON BRENT: Ckay. Thank you.

BENNY WAMPLER: M. Gar bi s?
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DENNI S GARBI S: In | ooking at this arrangenent, |

haven’t...I'm trying to see if there’s anybody would be more
fairly conpensated based on this arrangenent than people in
other units. For exanple, if you take E-15, their...your
costs are $31, 425, so how. ..what sort of production are you
going to lay to it? | nean, how are...how are the people
going to be...would there be any production for then?
Obviously not, since you don’t have a well.

MARK SWARTZ: Well, let ne give you an exanpl e---.

DENNI S GARBI S: So, am | m ssing sonething here

or---.

MARK SWARTZ: Let nme just...let nme just give you

SANDRA RI GGS: They’11 get their proportionate share

fromthe | ongwall panel.

MARK SWARTZ: Well, turn the page. Turn the page to

the...okay. And |ook at E-15's percentage in panel six,
okay, which is 12% (Ckay? 12 Y24 do you see that?
DENNI' S GARBI S: I’'m looking at E-15.

MARK SWARTZ: Because I’'m going to try to compare

E-15 and E-16 for you.
DENNI S GARBI S: Yes. Ckay.

MARK SWARTZ: So, | ook at E-15s percentage in
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| ongwal | panel six.

DENNI S GARBI S: I’ve got it.

MARK SWARTZ: Ckay. Then |ook at E-16s percentage

in six.

DENNIS GARBI S: Al l right.

MARK SWARTZ: They’ve got roughly three plus times

the interest. $So, that’s why the cost is so different.
They’ve got $31,000 allocated to E-15 for |ongwal |l panel six

and three tines that allocated to E-16 because E-16 is going

to get, you know, three times...I’'m just focusing on that one
panel .

DENNI S GARBI S: Ckay.

MARK SWARTZ: But that’s the way the production
tracks the cost allegation.

DENNI' S GARBI S: Now, when it cones for pay up tine,
how...who’s going to get...are you going to go basically the
sanme---7?

MARK SWARTZ: Remember, you’re getting...we...these
capital costs are not inplenented or included in a royalty

cal cul ation at all

DENNI S GARBI S: | understand that. | under st and

t hat .

MARK SWARTZ: So, the streamof incone is...this is
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irrel evant.

DENNI S GARBI S: | understand that.

MARK SWARTZ: Okay. I'm sorry, then.

DENNI S GARBI S: So- - -.

BENNY WAMPLER: Unl ess you parti ci pate.

MARK SWARTZ: Right. But | felt like we weren’t

headed t here.

DENNIS GARBIS: No, | got that part. But...okay, so

now woul d you use the sane percentages as far as production
fromthat---?

MARK SWARTZ: Ri ght .

DENNI S GARBIS: ---fromthat panel? 1In other

words, I qguess, we’re looking at six. So, the two wells
there CBM east 16A-53 and the other ones is not. Do
t hose...do those two---7?

MARK SWARTZ: No. Yeah. Let's just assune there

were two...okay. Ckay.

DENNI S GARBI S: In 16, aren’t there two wells in

panel si X.

MARK SWARTZ: Yeah, in panel six there’s just two

wells. You’re right. Okay.

DENNI' S GARBI S: So, basically the production from

those two wells you’ll add...whatever that number is you add
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them up and then---.

MARK SWARTZ: Ri ght.

DENNIS GARBIS: ---you’ll proportionally divide it

agai n between---.

MARK SWARTZ: You just nultiply it.

DENNI S GARBI S: I'm sorry.

MARK SWARTZ: You multiply it, right.

DENNI S GARBI S: Yeah. I mean, so you’ll...well

bet ween panels E-15, E-16 and E-17 because you’ve got a
little bit of---?

MARK SWARTZ: Wl | ---.

DENNI S GARBI S: ---when you’ve got 5.08 acres?

MARK SWARTZ: No, it’s different for every panel.

Okay, what...there would be a...you’re on the right tract,
but you’ve got to do it three times. Let's start with---.

DENNI S GARBI S: Yeah. .. okay, yeah, | understand

t hat .

MARK SWARTZ: Ckay.

DENNI S GARBI'S: | just used panel six, you know,

MARK SWARTZ: But we’ve got to do the same

cal cul ation for seven, the sane for six, and the sane for

five.
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DENNIS GARBIS: Right. Right. | understand that.

MARK SWARTZ: Ckay.

DENNI S GARBI S: So, that’s basically that’s how they

woul d...the people in unit E-15, that’s how they would get
their noney proportionally fromthat only in a panel area,

not the whole grid.
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E- 15, even though their tract nay not be over the | ongwal

SANDRA RI GGS: Ri ght.

DENNI S GARBI S: Ckay.

MARK SWARTZ: But everybody who has an interest

panel, shares in the revenue.

DENNI S GARBI S: Ri ght.

MARK SWARTZ: Just —.

DENNI' S GARBI S: That’s right.

MARK SWARTZ: Ckay.

DENNI S GARBI S: T just want to...I'm trying to

figure out if there’s somebody that’s getting---.

choi ce of

MARK SWARTZ: Posed.

DENNI S GARBI S: I didn’t want to...that’s your

wor ds.

MARK SWARTZ: It’s a legal term.

DENNI S GARBIS: Is that a legal term posed?

MARK SWARTZ: Yeah. Yeabh.
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DENNI S GARBI S: Good word.

MARK SWARTZ: Well, what we did and | bet there
are---.

DENNIS GARBIS: O is...ultimtely is there a fair
way? I don’t know. Maybe somebody can...I don’t know if
there’s a fair way to do it. I don’t know. I'm just trying
to attenpt to be---.

SANDRA RIGGS: Well, under correlative rights, |
think, the definition of correlative rights is that everybody

gets their fair share. Everybody within the unit gets their

fair share of production

DENNI S GARBI S: Ri ght.

MARK SWARTZ: Well, where this canme fromand there
may be other ways to do this, okay, | can tell you where the
concept cane from If we just had a frac unit to go up...you

know, go to...I guess we don’t have an example of one here
that doesn’t have something in it. But a frac unit where we
had one well and no mning under it. The way those people
would share that is you would take the tracts and you’d say
all right, you’ve got 3 acres out of the 80. You’ve got 20
acres out of the 80 and you do the nath.

DENNI S GARBI S: Ri ght.

MARK SWARTZ: And you only had one well and you j ust
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split the 80 acres on their percentage of surface interest in

the 80 acres and that’s how the income stream was pro-rated.

DENNI S GARBI S: Ri ght .

MARK SWARTZ: And we just literally took that

concept and applied it to these panels.

DENNI S GARBI S: Ckay.

MARK SWARTZ: I mean, that’s...that’s the genesis in

front of this Board as to how this got frompoint A to point
B and I'm not suggesting that in any of this that there’s
just the one answer. I mean, I'm sure we could have done
sonething different---.

DENNI S GARBI S: So, as an exanple in E-17, even

though there’s one well in panel seven, the individuals with
the individual ownership in panel...l nean, in E-17 would
benefit obviously if panel six and five---.

MARK SWARTZ: And four.

DENNI S GARBI S: Yes, and four al so.

MARK SWARTZ: Right. You bet.

DENNI' S GARBI S: They woul d get---.

MARK SWARTZ: That’s why I said earlier that...and

it’s not as obvious here, but in a lot of...a lot of times
you’1ll have some odd intersections of surface units with the

underground mining and it’s really common for people to
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receive production when there’s no well in their unit at all.

| nean, at all, you know, and you can sort of see sone of
that going on here. But these panels kind of hit alittle
differently. But there are nmany, nany instances where people
are getting paid money that there’s no well on their surface
within their unit at all.

DENNI S GARBI S: So, I guess...I guess that’s fair.

I couldn’t...I couldn’t improve on it. So---.

BENNY WAMPLER: Wel |, we have dirty in this as well.

We’ve had a lot of discussion early on about ways of making
sure that ever yone- - -.

DENNI S GARBI S: Yeah

MR, STREET: ---you know, would conme up with the

square units versus circles, everyone gets paid if they’re
anywhere in there and, you know, you can go back and forth on
should you allow these well costs, if they didn’t incur those
well costs today and these kinds of things. There’s a lot of
things like that wwthin that you can debate. But when you
take the snap shot down...|ooking down on that anything
occurs, I don’t think anyone is getting left out.

DENNI S GARBI S: Yeah, and I think as long as it'’s

consistent, then it’s fair. That’s the important thing.

BENNY WAMPLER: And the people that should decide to
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participate or be carried to cone in here and debate the
costs and we haven’t had...with the Board, I’'m saying. The

other folks aren’t be harmed by the cost anyway.

DENNIS GARBI S: Right. Yeah. Yeah, we went through

t hat .

BENNY WAMPLER: I’'m not trying to argue the

position. I’'m just saying that’s the rationale we went
through in buying into the whole thing here is get the
devel opnent and the distribution---.

CLYDE KING So, basically all the property above

the well, the acreage?

BENNY WAMPLER: Above the unit...within the unit.

MARK SWARTZ: Just fromthis side of the table, just

to kind of close up, there is no answer to any of this stuff.

It’s all, you know, what seems like a policy that makes
sense in their...you know, what’s going underground when you
start fracing wells, they don’t frac in squares or
rectangles, you know. | nean, this is all a---.

DENNI' S GARBI S: It’s not a perfect world.

MARK SWARTZ: You bet. And this is a construct to

acconplish sone legislative policies that the | aw sort of
said these are the things you need to consider and so in

reality, underground, it wasn’t on the list, you know. So,
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l...and we really spent a fair anmobunt of tinme in the
begi nning sort of l|earning that although you needed to attend
to what’s going on underground, the |egislature was nore
concerned about who was getting paid on the surface.

DENNI S GARBI' S: You made up the rules as you went

al ong and did a good j ob.
SANDRA RIGGS: Well, the process of allocation has

been adopted through field rules and this is the Gakwood |
Field rule that tal ks about this nethod of allocation. And
while it doesn’t address how many wells...the cost of what
wells will be allocated on the costs side, it does address

the production side, how you’ll allocate the production.

MARK SWARTZ: Ri ght .

SANDRA RI GGS: And what he’s saying today is they

adopted the sane fornula for allocating costs as the field
rules require that they adopt in allocating production to be
consi stent.

BENNY WAMPLER: Any ot her questions? Good questi on.

MARK SWARTZ: He just...you know, when he cones, he

makes everybody work, you know. He just---.

DENNI S GARBI S: I’m a pushover. I’'m so easy.

(Everyone | aughs.)

DENNI S GARBI'S: In ny younger days, | was really
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BENNY WAMPLER: Do you have anything further?

MARK SWARTZ: I'm all set.

BENNY WAMPLER: |s there a notion to approve these?

CLYDE KING So nove.

BENNY WAMPLER: |Is there a second?

MASON BRENT: | second.

BENNY WAMPLER: Motion and second. Any further

di scussi on?

(No audi bl e response.)

BENNY WAMPLER: All in favor, signify by saying yes.

(Al nmenbers signify yes.)
BENNY WAMPLER. (Opposed, say no.

(No audi bl e response.)

BENNY WAMPLER: You have approval

MARK SWARTZ: Thank you all.

BENNY WAMPLER: That concludes today’s business,

18 Bob, unless you have anything further?

(Bob Wl son indicates negatively.)

BENNY WAMPLER: Thank you all. Thank you very nuch

21 Have a safe trip hone.
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STATE OF VIRA NI A,
COUNTY OF BUCHANAN, to-wit:

|, Sonya Mchelle Brown, Court Reporter and Notary
Public for the State of Virginia, do hereby certify that the
f oregoi ng hearing was recorded by nme on a tape recording
machi ne and | ater transcribed by nme personally.

G ven under ny hand and seal on this the 6th day of

February, 2001.

NOTARY PUBLI C

My conmm ssion expires: August 31, 2001.
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